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OATH OR AFFIRMATION

I, SHERILEJMAN , swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

CENTAURUS FINANCIAL, INC. , as
of APRIL 30 , 2020 , are true and correct. I further swear (or affirm) that

neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account
classified solely as that of a customer, except as follows:
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This report ** contains (check all applicable boxes):

(a) Facing Page.

(b) Statement of Financial Condition.

(c) Statement of Income (Loss) or, if there is other comprehensive income in the period(s) presented, a Statement
of Comprehensive Income (as defined in §210.1-02 of Regulation S-X).

(d) Statement of Changes in Financial Condition.

(e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.

(f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

(g) Computation of Net Capital.

(h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

(i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

(j) A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

() An Oath or Affirmation.

(m) A copy of the SIPC Supplemental Report.

(n) Areport describing any material inadequacies found to exist or found to have existed since the date of the previous audit.
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**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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This report is filed in accordance with Rule 17a-5(e)(3) of the Securities and Exchange Commission
as a public document.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Directors and Equity Owners of Centaurus Financial, Inc.
Opinion on the Financial Statements

We have audited the accompanying statement of financial condition of Centaurus Financial, Inc. (the Company) as
of April 30, 2020, and the related notes to the financial statement (collectively, the financial statements). In our
opinion, the financial statements referred to above present fairly, in all material respects, the financial position of
the Company as of April 30, 2020, in conformity with accounting principles generally accepted in the United States
of America.

Change in Accounting Principle '

As discussed in Note 2 to the financial statements, effective May 1, 2019, the Company changed its method of
accounting for leases due to the adoption of Accounting Standards Update (ASU) No. 2016-02, Leases (Topic 842),
and the related amendments, using the modified retrospective transition relief method allowed in ASU 2018-11.

Basis for Opinion

These financial statements are the responsibility of the Company’s management. Our responsibility is to express an
opinion on the Company’s financial statements based on our audit. We are a public accounting firm registered with
the Public Company Accounting Oversight Board (United States) (PCAOB) and are required to be independent with
respect to the Company in accordance with U.S. federal securities laws and the applicable rules and regulations of
the Securities and Exchange Commission and the PCAOB.

We conducted our audit in accordance with the standards of the PCAOB. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement, whether due to error or fraud. The Company is not required to have, nor were we engaged to
perform, an audit of its internal control over financial reporting. As part of our audit we are required to obtain an
understanding of internal control over financial reporting but not for the purpose of expressing an opinion on the
effectiveness of the Company's internal control over financial reporting. Accordingly, we express no such opinion.

Our audit included performing procedures to assess the risks of material misstatement of the financial statements,
whether due to error or fraud, and performing procedures that respond to those risks. Such procedures included
examining, on a test basis, evidence regarding the amounts and disclosures in the financial statements. Our audit
also included evaluating the accounting principles used and significant estimates made by management, as well as
evaluating the overall presentation of the financial statements. We believe that our audit provides a reasonable
basis for our opinion.

- We have served as the Company’s auditor since 2014.

c_g@uﬂ. K/Mzaz. Lf

Irvine, California
June 25, 2020

18500 Von Karman Avenue, 10th Floor « Irvine, CA 92612 main 949.222.2999

Located throughout California web squarmilner.com



CENTAURUS FINANCIAL, INC.
STATEMENT OF FINANCIAL CONDITION
April 30, 2020

ASSETS

Cash and cash equivalents $ 24,075,561
Commissions receivable 3,860,393
Receivables from broker-dealers and clearing organizations 235,781
Note receivable from officer 460,000
Prepaid income taxes ' 267,110
Prepaid expenses and other assets 2,186,863
Notes receivable from third parties 3,330,593
Investment securities held for trading, at fair value 7,214,422
Investment securities, held-to-maturity 396,598
Property and equipment, net 1,360,739
Right of use asset 872,705
Deferred tax asset 1,673,400
Deposits with clearing organizations 100,000

TOTAL ASSETS $ 46,034,165

LIABILITIES AND STOCKHOLDERS' EQUITY
LIABILITIES

Commissions payable $ 5,130,086
Accounts payable and other liabilities 11,552,813
Deferred revenue 898,384
Lease liability 1,007,820
Deferred tax liability ) 52,300
Note payable to bank 430,561
Paycheck protection program note 905,100

TOTAL LIABILITIES 19,977,064

COMMITMENTS AND CONTINGENCIES (NOTE 9)

STOCKHOLDERS' EQUITY
Common stock - no par value, 10,000,000 shares authorized,

137,313 shares issued and outstanding 544,861
Notes receivable from related party (8,806,925)
Retained earnings 34,319,165

TOTAL STOCKHOLDERS' EQUITY 26,057,101

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY $ 46,034,165

The accompanying notes are an integral part of the financial statements.



CENTAURUS FINANCIAL, INC.
NOTES TO FINANCIAL STATEMENTS
For the Year Ended April 30, 2020

S
NOTE1 - DESCRIPTION OF BUSINESS

Centaurus Financial, Inc. (the “Company”} is a national broker/dealer licensed to offer securities, investment advisory services
and insurance products. The Company is a Registered Investment Advisor with the U.S. Securities and Exchange Commission
(the “SEC”) and a member of both the Financial Regulatory Authority (“FINRA”) and the Securities Investor Protection
Corporation (“SIPC”).

Founded in 1992, the Company was formed with a focus to provide service, support, technology, and education to independent
financial advisers in the securities industry. While the industry as a whole and the Company itself have evolved since the
Company’s inception, the focus of the Company remains the same as of the date of these financial statements.

The Company is an independent broker/dealer providing a platform for over 600 financial advisors and 350 branch offices
across the United States of America. The Company is headquartered in Anaheim, California. The Company is a subsidiary
of Federation of Financial Services, Inc. (“FFS”), a holding company. FFS owns 83.75% of the Company.

NOTE2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The significant accounting policies and practices of the Company are as follows:

Basis of presentation — The Company’s accounting policies conform to accounting principles generally accepted in the United
States of America (“GAAP") in all material respects, and have been consistently applied in preparing the accompanying
financial statements.

Cash and cash equivalents — Cash and cash equivalents are comprised of cash in banks and highly liquid instruments with
original maturities of three months or less, primarily consisting of bank time deposits and investments in institutional money
market funds. Cash in bank accounts at times may exceed federally insured limits (See Notes 3 and 11).

Revenues - The Company adopted Accounting Standards Update ("ASU") 2014-09, Revenue from Contracts with Customers
("ASC 606") on May 1, 2018. The Company'’s revenues are derived from the Company assisting in effecting the execution of
clients’ purchases of packaged products such as mutual funds, exchange traded funds, variable and fixed insurance products,
real estate investment trusts and other securities. Such transactions are effected directly with a product sponsor (accounts
held direct) or effected via a clearing arrangement with the Company’s clearing broker-dealer. In addition, to a commission
based business, as an independent broker-dealer the Company also provides a fee-based business under its registered
investment advisory platform, with its two primary third-party custodians. The Company’s primary revenues are comprised as
follows:
Commissions revenue ~ Commission revenue represents sales commissions generated by the Company’s financial
advisors for their clients’ purchases of securities on exchanges and over-the-counter, as well as purchases of other
investment products. The purchase of investment products is a single performance obligation. The transaction price
varies by investment product and is based on a percentage of an investment product's current market value at the
time of purchase. Commission revenue is recognized at the point of purchase.

The Company is the principal for commission revenue, as it is responsible for the effecting the execution of the clients’
purchases and maintains relationships with the product sponsors. The financial advisors assist the Company in
performing its obligations. Accordingly, total commission revenues are reported on a gross basis.

Advisory revenue — Advisory revenue represents fees charged to financial advisors' clients' accounts on the
Company's corporate Advisory and Wealth Management platform. The Company provides ongoing investment advice
and administrative services for these client accounts. The advisory revenue generated from the Company's corporate
RIA platform is based on a percentage of the market value of the eligible assets in these clients' advisory accounts.
The percentage is negotiated between the financial advisors and their clients, based on a fee schedule. This series
of performance obligations (ongoing investment advice by the financial advisor for the client accounts) occurs over
time as the services are performed. The revenue is recognized ratably over time to match the continued delivery of
the performance obligations to the client over the life of the contract.

The Company is the principal in these arrangements and recognizes advisory revenue on a gross basis, as the
Company is responsible for satisfying the performance obligations and has control over determining the fees, by
setting a maximum amount to be charged based on portfolio value. The financial advisors assist the Company in
performing its regulatory and other obligations.



CENTAURUS FINANCIAL, INC.
NOTES TO FINANCIAL STATEMENTS
For the Year Ended April 30, 2020

L]
NOTE2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Revenues - (Continued)

Marketing Revenue - Marketing revenue represents compensation paid to the Company by certain financial product
manufacturers in return for the Company’s selling the products of these product manufacturers. The purchase of
investment products is a single performance obligation. The transaction price varies by investment product and is
based on a percentage of an investment product's current market vaiue at the time of purchase. Marketing revenue
is recognized at the point of purchase.

The Company is the principal in these arrangements as it is responsible for and determines the level of servicing and
marketing support it provides to the product sponsors.

Other revenues — Other revenues principally consists of amounts earned by the Company from clearing organizations related
to trade facilitation, operational and administrative services fees, and clearing credits; fees charged to the Company’'s
independent representatives for service, support and technology, annual licensing renewals with the FINRA and errors and
omission insurance; realized and unrealized losses on investments; and other miscellaneous revenues.

Fair value of financial instruments — The Company's carrying amounts of cash and cash equivalents, commissions receivable,
receivables from broker-dealers and clearing organizations, accounts payable and other liabilities, prepaid expenses and other
assets approximate their fair values due to their short-term nature and/or as they are receivable or payable upon demand.
Notes receivable from third parties approximate fair value due to the short term duration and market interest rates. These
notes may be forgivable based on certain measures in the agreement as further discussed below. Amounts shown for debt
approximate fair value due to the short term duration and market interest rates.

Prepaid expenses and other assets — The Company’s prepaid expenses and other assets include expenses that are prepaid
and security deposits.

Notes receivable from third parties - The Company periodically extends credit to its advisors in the form of recruiting loans,
commission advances, and other loans. The decisions to extend credit to advisors are generally based either on the advisor’s
credit history and their ability to generate future commissions. Certain loans made in connection with recruiting are forgivable
over the terms of the loan provided the advisor remains licensed through the Company. At April 30, 2020, $2,571,197 of the
loan balance could become forgivable. The amount forgiven for the year ended April 30, 2020 was $782,658 and is included
in other operating expenses in the accompanying statement of operations. If an advisor terminates their arrangement with the
Company prior to the forgivable loan term date, an allowance for uncollectible amounts would be recorded using an analysis
that would take into account the advisor’s registration status as well as the advisor’s ability to repay the outstanding balance
due. Management monitors the adequacy of the allowance for uncollectible amounts through periodic evaluations of these
loans and actual trends experienced. These loans are unsecured, and for any amounts not forgiven, will earn interest per
annum generally ranging from 3% to 4%. As of April 30, 2020, the Company concluded that no such allowance for uncollectible
amounts was required.

Investment securities — Marketable equity securities and debt securities are classified as trading, held-to-maturity, or available-
for-sale. Management determines the appropriate classification of securities at the time of purchase and evaluates such
designation at each balance sheet date. Investments in debt securities that the Company has the positive intent and ability to
hold to maturity are classified as held-to-maturity and reported at amortized cost in the statement of financial condition.
Securities that are bought principally for the purpose of selling them in the near term are classified as trading securities and
reported at fair value. Investments not classified as either held-to-maturity or trading are classified as available-for-sale and
reported at fair value. As of April 30, 2020, the Company had $7,214,422 of investments classified as held-for-trading and
reported at fair value within the fair value hierarchy (See Note 3). As of April 30, 2020, the Company had $396,598 of
investments classified as held-to-maturity and are reported at amortized cost (See Note 3). As of April 30, 2020, the Company
had no investment securities classified as available-for-sale. The Company accounts for its investments in business
development companies, REITS and limited partnerships which are classified as held for trading in accordance with ASU 2015-
07, Fair Value Measurements. Such investments are valued as a practical expedient utilizing the net asset valuations provided
by the investee fund manager’s net asset value (“NAV”) to determine the fair value of these investments that do not have a
readily determinable fair value.



CENTAURUS FINANCIAL, INC.
NOTES TO FINANCIAL STATEMENTS
For the Year Ended April 30, 2020

L
NOTE2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Operating Leases - The Company leases its office space from third parties under operating leases. The Company accounts
for its operating leases in accordance with ASU No. 2016-02, (Topic 842 - "Leases"), which was adopted on May 1, 2019 on
a modified retrospective basis using the effective date method as further discussed in recently adopted accounting
pronouncements below. Upon adoption of Topic 842, the Company recognized a right-of-use asset and a lease liability for
future lease payments of $1,320,579 and $1,440,924, respectively. The Company calculated the carrying value of the right-
of-use asset and lease liability by discounting future lease payments using its incremental borrowing rate. As the Company's
office leases do not provide a readily determinable implicit rate, the Company estimated the incremental borrowing rate to
discount the lease payments based on information available at leases’ commencement. The Company recognizes the lease
payments as rent expense, which is included in the accompanying statement of operations. See Note 9 for additional
information.

Property and equipment ~ Property and equipment is recorded at historical cost, net of accumulated depreciation. Depreciation
is recognized using the straight-line method over the estimated useful lives of the assets. Computers and software, as well as
furniture and equipment, are depreciated over a period of three to seven years. Buildings and related improvements are
depreciated over a period of 15 to 39 years. Leasehold improvements are amortized over the lesser of their useful lives or the
terms of the underlying leases. Land is not depreciated. Routine repairs and maintenance costs are expensed as incurred.
Management reviews property and equipment for impairment whenever events or circumstances indicate the carrying amount
of the assets may not be recoverable. No impairment was required for the year ended April 30, 2020.

Income taxes — The Company files its income taxes as part of the consolidated income tax return of its parent. In preparing
the financial statements, the Company estimates income tax based upon if the Company filed on a separate return basis. The
Company must assess the likelihood that the deferred tax asset will be realized. A valuation allowance is established to the
extent that it is more-likely-than-not that such deferred tax asset will not be realized. Management makes significant judgments
in determining the provision for income taxes, the deferred tax assets and liabilities, and any valuation allowances recorded
against the deferred tax asset. Changes in estimates of these taxes may occur periodically due to changes in tax rates,
changes in business operations, implementation of tax planning strategies, newly enacted statutory, judicial, and regulatory
guidance. These changes could have a material effect on the Company’s statements of operations, financial condition or cash
flows in the penod or periods in which they occur.

The Company follows the provisions of uncertain tax positions as addressed in Financial Accounting Standards Board (*FASB”)
Accounting Standards Codification (“ASC") 740, Income Taxes. Based on management'’s evaluation, there are no uncertain
tax positions at April 30, 2020 that would require recognition in the financial statements. The Company is no longer subject to
federal or state examinations by taxing authorities for the years before 2015.

Use of estimates — The preparation of financial statements in conformity with GAAP requires management to make estimates
and assumptions that affect certain reported amounts and disclosures. Accordingly, actual results could differ from those
estimates.

Recently adopted accounting pronouncements — In February 2016, the Financial Accounting Standards Board issued ASU
No. 2016-02, (Topic 842 - "Leases"), which requires lessees to recognize leases on the balance sheet and disclose key
information about leasing arrangements. The new standard establishes a right of-use model ("ROU") that requires a lessee to
recognize a ROU asset and lease liability on the balance sheet for all leases with a term longer than 12 months. Leases will
be classified as finance or operating, with classification affecting the pattern and classification of expense recognition in the
income statement. The Company adopted Topic 842 on May 1, 2019 using the modified retrospective method, based on the
effective date method. The Company’s leases have been in existence as of the prior fiscal year ended April 30, 2019. Under
the standard, the leases continue to be classified as operating leases. The ASU continues to require that lease payments for
operating leases be recognized over the lease term on a straight-line basis unless another systematic and rational basis is
more representative of the pattern in which benefit is expected to be derived from the use of the underlying asset. The standard
requires separation of the lease from the non-lease components (for example, maintenance services or other activities that
transfer a good or service to the customer) in a contract. Only the lease components are accounted for in accordance with
Topic 842. The Company has no non-lease components related to its lease arrangements.



CENTAURUS FINANCIAL, INC.
NOTES TO FINANCIAL STATEMENTS
For the Year Ended April 30, 2020

L
NOTE2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Recently issued accounting pronouncements — In June 2016, the Financial Accounting Standards Board ("FASB”) issued ASU
2016-13, Financial Instruments-Credit Losses (Topic 326): Measurement of Credit Losses on Financial Instruments, which
requires entities to measure all expected credit losses for financial assets held at the reporting date based on historical
experience, current conditions, and reasonable and supportable forecasts. ASU 2016-13 also requires additional disclosures
regarding significant estimates and judgments used in estimating credit losses, as well as the credit quality and underwriting
standards of an entity’s portfolio. The Company is required to adopt the provisions of this guidance on May 1, 2021.
Management does not anticipate that the adoption of ASU 2016-13 will have a material impact on the Company’s financial
statements.

In August 2018, the FASB issued ASU 2018-13, Fair Value Measurement (Topic 820): Disclosure Framework- Changes to the
Disclosure Requirements for Fair Value Measurement. ASU 2018-13 removes or modifies certain current disclosures, and
adds additional disclosures. The changes are meant to provide more relevant information regarding valuation techniques and
inputs used to arrive at measures of fair value, uncertainty in the fair value measurements, and how changes in fair value
measurements impact an entity's performance and cash flows. Certain disclosures in ASU 2018-13 will need to be applied on
a retrospective basis and others on a prospective basis. Early adoption is permitted. The Company is required to adopt the
provisions of this guidance on May 1, 2020. Management does not anticipate that the adoption of ASU 2018-13 will have a
material impact on the Company’s financial statements.

In August 2018, the FASB issued ASU 2018-15, Intangibles-Goodwill and Other-Internal-Use Software (Topic 350):
Customer’s Accounting for Implementation Costs Incurred in a Cloud Computing Arrangement That Is a Service Contract,
which aligns the accounting for costs to implement a cloud computing arrangement that is a service with the guidance on
capitalizing costs for developing or obtaining internal-use software. The Company is required to adopt the provisions of this
guidance on May 1, 2020. Management does not anticipate that the adoption of ASU 2018-15 will have a material impact on
the Company'’s financial statements. )

NOTE3 - FAIR VALUE MEASUREMENTS

Fair value is defined as the exchange price that would be received for an asset or paid to transfer a liability (an exit price) in
the principal or most advantageous market for the asset or liability in an orderly transaction between market participants at the
measurement date. Inputs used to measure fair value are prioritized within a three-level fair value hierarchy. This hierarchy
requires entities to maximize the use of observable inputs and minimize the use of unobservable inputs. The three levels of
_inputs used to measure fair value are as follows:

Level 1 — Quoted prices in active markets for identical assets or liabilities.

Level 2 — Observable inputs other than quoted prices included in Level 1, such as quoted prices for similar assets
and liabilities in active markets; quoted prices for identical or similar assets and liabilities in markets that are not
active, or other inputs that are observable or can be corroborated by active market data.

Level 3 — Unobservable inputs that are supported by little or no market activity and that are significant to the
methodologies, and similar techniques that use significant unobservable inputs.

NAV - Investments in other funds are valued at the latest available reported NAV of the respective fund, where their
value is based upon the most recent NAV.

The Company’s policy is to recognize transfers in and transfers out of the three levels of input as of the date of the event or
change in circumstances that caused the transfers. The Company had no transfers between the three levels during the year
ended April 30, 2020.

The Company'’s fair value measurements are evaluated within the fair value hierarchy, based on the nature of inputs used to
determine the fair value at the measurement date. The realized and unrealized gain on investments recognized which is
recorded within other revenues in the statement of operations for the year ended April 30, 2020 was $163,090.



CENTAURUS FINANCIAL, INC.
NOTES TO FINANCIAL STATEMENTS
For the Year Ended April 30, 2020

N
NOTE 3 - FAIR VALUE MEASUREMENTS (CONTINUED)

The following table summarizes the Company’s financial assets measured at fair value on a recurring basis:
Fair Value Hierarchy Classification

Level 1 Level 2 Level 3 NAV TOTAL

Business development companies $ - $ - $ - $ 47870 $ 47,870
Real estate investment trusts (REITS) - - - 292,182 292,182
Limited partnerships - - - 85,290 85,290
Bank deposits and money funds 317,507 - - - 317,507
U.S. Treasury bills 6,112,822 - - - 6,112,822
Common stock 209,033 - - - 209,033
Index funds 59,830 - - - 59,830
Fixed income - 89,888 - - 89,888

$ 6,699,192 § 89,888 $ - $ 425342 § 7,214,422

The following methods and assumptions were used to estimate the fair value for each class of financial investments measured
at fair value:

Business -Development Companies, REITS, and Limited Partnerships — Business development companies, REITS
and limited partnerships are classified as NAV, and are offered on the secondary market as publicly registered, non-
traded investment funds, where their value is based upon the most recent NAV.

Bank Deposits and Money Funds — Bank deposits and money funds are short-term commitments with a maturity
period of 90 days or less held in the Company’s clearing firm’s brokerage account that are readily available for the
Company to utilize to purchase investments, where their stated value approximates their fair value due to their short-
term nature.

U.S. Treasury Bills — The value of U.S. treasury bills is based on quoted prices in active fixed income markets.

Common Stock and Index Funds ~ The value of common stock and index funds is based on quoted prices in active
publicly traded markets.

Fixed Income — The value of fixed income is determined based on the observed values for underlying interest rates
and market-determined risk.

The Company’s investments in business development companies, REITS and limited partnerships have certain redemption
and liquidity restrictions. It is estimated that these investments will be liquidated between 2020 — 2023.

The Company is required to measure certain assets and liabilities at estimated fair value from time to time. These fair value
measurements typically result from the application of specific accounting pronouncements under GAAP. The fair value
measurements are considered nonrecurring fair value measurements.

The Company reports held-to-maturity investments at amortized cost. The Company has a certificate of deposit with an original
maturity date of three years that secures a note payable with that bank. This investment is not available for use in the current
operations of the Company, until the maturity of the note on August 15, 2021 and therefore is considered restricted (Note 6).

The table below shows the amortized cost, unrealized gain position and fair value of this investment as of April 30, 2020:
Nonrecurring Fair Value Measurement
Amortized Cost Unrealized Loss Fair Value

Certificate of deposit $ 396,698 § (4,220) $ 392,378




CENTAURUS FINANCIAL, INC.
NOTES TO FINANCIAL STATEMENTS
For the Year Ended Aprii 30, 2020

e
NOTE4 - PROPERTY AND EQUIPMENT

Property and equipment are stated at cost and as of April 30, 2020 consists of the following:

Land $ 153,041
Building and improvements 1,345,994
Office furniture and fixtures 583,585

~ Office computers and equipment 467,511
Leasehold improvements 14,594
Autos 153,671
2,718,396
Less accumulated depreciation (1,357,657)
Property and equipment, net 3 1,360,739

Depreciation and amortization expense was $115,237 for the year ended April 30, 2020.
NOTE 5 - ACCOUNTS PAYABLE AND OTHER LIABILITIES

Accounts payable and other liabilities as of April 30, 2020 consists of the following:

Book of business acquisitions $ 50,000
Employee paid time off 111,230
Accounts payable ‘ 815,697
Administrative and other fees received in advance 1,335,045
Employee bonuses _ 1,438,350
Seminars and conventions ' 1,564,197
Legal reserve 4,184,431
Other liabilities 2,053,863

$ 11,552,813

NOTE6 - NOTES WITH BANK

Note Payable to Bank - The Company obtained financing in connection with the purchase of a corporate office facility. The
original terms of the note called for a payoff date of August 15, 2015. The Company subsequently extended the original note
for a payoff date of August 15, 2018. On August 15, 2018, the Company entered into an agreement with the bank to extend
the note for a second time. The terms of the extension calls for 36 payments of $2,823, at an interest rate of 3.85% per annum,
and one final payment of $487,728 due August 15, 2021. As of April 30, 2020, the outstanding principal balance was $430,561.
Interest expense in the amount of $18,353 was paid in connection with this loan during the year ended April 30, 2020. The
investment securities, held-to-maturity in the amount of $396,598 discussed in Note 3 are held as security for this note, as
required by the bank.



CENTAURUS FINANCIAL, INC.
NOTES TO FINANCIAL STATEMENTS
For the Year Ended April 30, 2020

NOTE6 - NOTES WITH BANK (CONTINUED)

Paycheck Protection Program - On April 13, 2020, the Company (the “Borrower”), was granted a loan from a bank in an
aggregate amount of $905,100, pursuant to the Paycheck Protection Program (the “PPP”) under Division A, Title | of the
CARES Act, which was enacted March 27, 2020.

The loan, which was in the form of a note (the “PPP Note”) dated April 14, 2020 issued by the Borrower, matures on April 14,
2022 and bears interest at a rate of 1.00% per annum, payable monthly commencing on November 11, 2020. The PPP Note
may be prepaid by the Borrower at any time prior to maturity with no prepayment penalties. Funds from the loan may only be
used for payroll costs, costs used to continue group health care benefits, mortgage payments, rent, utilities, and interest on
other debt obligations incurred before February 15, 2020. The Company intends to use the entire PPP Note amount for
qualifying expenses. Under the terms of the PPP, certain amounts of the PPP Note may be forgiven if they are used for
qualifying expenses as described in the CARES Act.

The United States Senate passed H.R.7010, known as the Paycheck Protection Flexibility Act, on June 3, 2020. The bill was
signed into law by President Trump on June 5, 2020. The “covered period” has been extended to 24 weeks; businessés have
24 weeks to spend their PPP funding (extended from 8 weeks). Current PPP borrowers can opt to extend the eight-week
period to.24 weeks, or they can adhere to the original eight-week period. Borrowers are required to spend at least 60% of the
funding on payroli costs in order to achieve 100% loan forgiveness. Previously, the threshold for 100% forgiveness was 75%
of PPP funds spent on payroll. The Company has opted to extend the original eight-week period to the revised 24 week period.

NOTE7 - REGULATORY

The Company is subject to the SEC Uniform Net Capital Rule (Rule 15¢3-1), which requires the maintenance of minimum net
capital. ‘As of April 30, 2020, the Company had net capital of $15,749,561 which was $14,475,937 in excess of its required
net capital of $1,273,624.

NOTE 8 - RELATED PARTIES

Commonality of ownership — Because the Company and other related entities have commonality of ownership and/or
management control, the reported operating results and/or financial position of the Company could differ from what would have
been obtained if such entities were autonomous.

Administrative services agreement — The Company entered into an administrative services agreement with a related party fo
provide the Company with educational, staff support, and other administrative services. The terms of this agreement call for
a monthly service fee of $245,000. Changes are made based on a management analysis of actual costs. For the year ended
April 30, 2020, $2,940,000 has been recorded as an expense in connection with this agreement and is included within other
operating expenses in the statement of operations. The administrative and services agreement can be terminated by either
party, upon written notice delivered to the other party at least thirty (30) days prior to such termination.

Meeting and event services — The Company received meeting and event services from an affiliate such as support for seminars
and conventions, and state registration and licensing services to the Company. For the year ended April 30, 2020, the
Company paid $3,127,830 to such affiliate for these services performed, of which $95,767 is included as an expense within
other operating expenses in the statement of operations and $3,032,063 is netted against respective third party sponsorship
monies received by the Company from third parties for attending its seminars and meetings.

Notes receivable — As of April 30, 2020, the Company had notes receivable from FFS in the amount of $8,806,925. This
amount is classified as contra-equity in the statement of financial condition. These notes accrue interest at 3% per annum and
mature in June and December 2021. The Company entered into these separate note transactions with FFS
contemporaneously with FFS making payments to an unrelated third party (“FFS Lender”) to which FFS has a note payable
(the “FFS Note”). The Company loaned FFS $1,038,730 to make payments on the FFS Note during the year ended April 30,
2020. The FFS Note to the FFS lender has an outstanding balance of $203,715 as of April 30, 2020. On June 15, 2020 the
outstanding balance of $203,715 was paid in full on the FFS Note.
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CENTAURUS FINANCIAL, INC.
NOTES TO FINANCIAL STATEMENTS
For the Year Ended April 30, 2020

000
NOTE 8 - RELATED PARTIES (CONTINUED)

The original FFS Note called for 83.75% of the Company’s stock (which represented 100% of FFS’ ownership in the Company)
to be pledged against such outstanding balance. On August 21, 2018 Amendment No. 1 to Loan Agreement with Pledge of
Stock (“FFS Note Amendment No. 1”) was executed between the FFS Lender and FFS, whereby, effective August 21, 2018
only 25% of the Company’s stock is required to be pledged against the outstanding balance of the FFS Note. The FFS Note
may be prepaid at any time in whole or in part without penalty. Additionally, it is the expressed intent of the two FFS
shareholders to retire the FFS Note, prior to its maturity and repay the Company’s notes receivable. The FFS Note requires
the Company to make scheduled payments to the FFS Lender in the event of an FFS default. In addition, in accordance with
the terms of the FFS Note the Company is required to be in compliance with certain loan covenants and is not permitted to
make certain dividends and bonus payments without the approval of the FFS Lender during the term of the FFS Note. On
January 20, 2020 the Company paid dividends to the Company’s stockholders amounting to $4,000,000 as permitted based
on parameters outlined in the FFS Note. As of Apr|l 30, 2020, management believes that the Company is in compliance with-
all covenants related to the FFS Note.

On June 1, 2016, a stockholder of the Company purchased a building from the Company for $665,000, which approximated
its carrying cost in exchange for a note. The note accrues interest at 3.5% per annum and matures on December 31, 2020.
The balance on the note at April 30, 2020 was $460,000.

NOTES9 - COMMITMENTS AND CONTINGENCIES

Office leases — The Company leases its office space from third parties under operating leases and pays rent based on the
terms of the lease agreement. The Company incurred rent expense of $759,087 during the year ended April 30, 2020 which
is included as rent expense in the accompanying statement of operations. Lease agreement expiration dates, per location,
are as follows:

Expiration Date

California December 31, 2021
Georgia January 31, 2022
Virginia February 28, 2023

The table below presents lease related assets and liabilities reported in the accompanying statement of financial condition at

Aprit 30, 2020:
Assets:
Operating lease right-of-use asset $ 872,705
Liabilities:
Lease liability $ 1,007,820

The table below, presents supplemental information related to the Company's operating leases during the year ended April
30, 2020:
Weighted average remaining lease term 3 years

Weighted average discount rate 3.8%

Maturities of lease liabilities as of April 30, 2020 are as follows:

Fiscal year ending 2021 $ 579,595
Fiscal year ending 2022 } 415,664
Fiscal year ending 2023 42,376
Total minimum lease payments 1,037,635
Less imputed interest (29,815)
Present value of future minimum lease payments 3 1,007,820

11



CENTAURUS FINANCIAL, INC.
NOTES TO FINANCIAL STATEMENTS
For the Year Ended April 30, 2020

- ]
NOTE9 - COMMITMENTS AND CONTINGENCIES (CONTINUED)

Litigation and claims - In the ordinary course of business, the Company is routinely a defendant in or party to pending and
threatened legal actions and proceedings brought on behalf of various claimants, some of which seek material and/or
indeterminable amounts. Certain of these actions and proceedings are based on alleged violations of consumer protection,
securities and other laws and may involve claims for substantial monetary damages asserted against the Company.

The Company maintains Errors and Omissions (“E&O”) insurance to protect itself from potential damages and/or legal costs
associated with certain litigation and arbitration proceedings and, as a result, in cases with origination dates from January 1,
2016 to December 31, 2017, the self-insured retention is $3,000,000 per calendar year, for all claims combined that are made
in that calendar year such that the Company’s exposure is limited to $3,000,000 per policy year, subject to policy limitations,
individual claim retention amounts and exclusions. in cases with origination dates from January 1, 2018 to December 31, 2018,
the self-insured retention is $2,000,000 per calendar year, for all claims combined that are made in that calendar year such
that the Company’s exposure is limited to $2,000,000 per policy year, subject to policy limitations, individual claim retention
amounts and exclusions. Lastly, in cases with origination dates after December 31, 2018, the self-insured retention is
$1,500,000 per calendar year, for all claims combined that are made in that calendar year such that the Company’s exposure
is limited to $1,500,000 per policy year, subject to policy limitations, individual claim retention amounts and exclusions.

The Company also maintains a fidelity bond to protect itself from potential damages and/or legal costs related to fraudulent
activities pursuant to which the Company’s exposure is usually limited to a $100,000 deductible per case, subject to policy
limitations and exclusions.

The Company recognizes a legal liability when management believes it is probable that a liability has been incurred and the
amount can be reasonably estimated. Conclusions on the likelihood that a liability has been incurred and estimates as to the
amount of the liability are based on consultations with the Company’s general counsel who, when situations warrant, may
engage and consult external counsel to assist with the evaluation and handle certain matters. Legal fees for defense costs are
accrued on the basis of an estimate of future legal costs and classified legal services within the statement of operations.

As of April 30, 2020, the Company had a legal reserve of $4,184,431 relating to the Company’s defense in various legal
matters. The amount actually paid in relation to these legal matters may differ from the year end accrual.

With respect to the ongoing and evolving coronavirus (COVID-19) outbreak, which was designated as a pandemic by the
World Health Organization on March 11, 2020, the outbreak has caused substantial disruption in international and U.S.
economies and markets. The ultimate impact on the Company-and its customers cannot be determined as of the date of this
report and, as such, no adjustments related to this matter were made to the accompanying financial statements.

NOTE 10 - INCOME TAXES

The Company is included in the consolidated federal and state income tax returns filed by its parent. Federal and state taxes
are calculated as if the Company filed separate income tax returns.

The Company operates, for tax purposes, pursuant to a tax sharing arrangement by which certain tax attributes are limited or
otherwise modified by virtue of being a group member. To the extent the tax sharing agreement differs from the tax method of
allocation pursuant to FASB ASC 740-10-30-27 and 28, such difference between the amount paid or received (tax sharing
agreement) and the settlement (method of allocation) will be treated as a dividend or capital contribution. As a member of the
parent, the Company is severally liable for certain Federal and state income liabilities. Under the arrangement, the parent
makes all the decisions with respect to all matters relating to taxes of the consolidated tax group. The provisions of the
arrangement takes into account both the Company separately and the Company as a member of the consolidated tax group.
As aresult, the Company may incur tax liabilities greater than on a separate basis. The Company has a due to parent balance
of $446,943 as of April 30, 2020 related to this tax sharing arrangement which is included in accounts payabie and other
liabilities in the accompanying statement of financial condition.
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L
NOTE 10 - INCOME TAXES (CONTINUED)

Income taxes are provided for the tax effects of transactions reported in the financial statements and consist of taxes currently
due plus deferred taxes. Deferred taxes are recognized for differences between the basis of assets and liabilities for financial
statement and income tax purposes. The differences relate primarily to depreciable assets (use of different depreciation
methods and lives for financial statement and income tax purposes) and accrued legal reserves (expensed for financial
statement purposes but not deductible for income tax purposes until paid). The deferred tax assets and liabilities represent
the future tax return consequences of those differences, which will either be taxable or deductible when the assets and liabilities
are recovered or settled. As of April 30, 2020, the deferred tax asset was $1,673,400 and the deferred tax liability was $52,300.

On December 22, 2017, the United States passed the Tax Cuts and Jobs Act of 2017 which reduced the corporate tax rate
from 35% to 21% for tax years beginning after December 31, 2017. As aresult, the Company revalued the deferred tax assets
to reflect the reduction in the new corporate tax rate.

The current and deferred portions of the income tax expense included in the statement of operations for the year ended April
30, 2020 is as follows:

Current Deferred Total
Federal $ 1,542,129 $ (13,900) $ 1,528,229
State ’ 878,841 $ (17,200) 861,641
$ 2,420,970 $ (31,100) $ 2,389,870

The Company’s effective tax rate differs from its expected federal statutory rate as a result of permanent items, state taxes
and adjustments to tax accounts for filed returns. Components of the Company’s deferred tax assets and liabilities as of April
30, 2020 are as follows:

Deferred tax assets:

Legal reserve 3 1,470,400
Lease Liability 4,200
Accrued vacation 31,100
Reserve for book of business acquisitions 14,000
State taxes 153,700

Total $ 1,673,400

Deferred tax liability:

Depreciation on property and equipment $ 52,300

NOTE11 - CONCENTRATIONS OF CASH

At April 30, 2020, the carrying amount of the Company’s cash and cash equivalents, held at three banking institutions, was
$24,075,561. Each institution insures amounts of $250,000 provided by the Federal Deposit Insurance Corporation.

NOTE 12 - RETIREMENT PLANS

The Company has a defined contribution 401(k) plan (the “Plan") covering all of its eligible employees. The Plan is subject to
limitations set forth by the Internal Revenue Code. Eligible employees can contribute up to 20% of their gross compensation,
subject to annual limitations. During the year ended April 30, 2020, the Company made matching contributions of $112,919.
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L
NOTE 13 - OFF-BALANCE SHEET RISK

Off-balance sheet financial instruments include futures, forward and foreign exchange contracts, exchange-traded and over-
the-counter options, delayed deliveries, forward mortgage-backed trade, securities purchased and sold on a when issued basis
{when-issued securities), and interest rate swaps. Derivative financial instruments may be used to meet the needs of
customers, conduct trading activities, and manage market risks and are, therefore, subject to varying degrees of market and
credit risk. Derivative transactions may be entered into for trading purposes or to economically hedge other positions or
transactions. Futures and forward contracts and to-be-announced securities and when-issued securities provide for the

delayed delivery of the underlying instrument.

As of April 30, 2020, and for the year then ended, the Company had not entered into or was a party to off-balance sheet
financial instruments in its normal course of business as referred to in the aforementioned paragraph.

NOTE 14 - SUBSEQUENT EVENTS

The Company has evaluated subsequent events through June 25, 2020, the date at which the financial statements were
available to be issued. On May 27, 2020, the Company purchased land for cash in the amount of $1,453,796 in a Northwest
state for internal use and development due to anticipated future operational needs. The Company has concluded that other
than what has been disclosed, no events have occurred subsequent to April 30, 2020 that require consideration as adjustments
to or disclosure in its financial statements.
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